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POLICY AND METHODS FOR ESTABLISHING PAYMENT RATES 
longtermcare facilities 

C. Variable costComponent 

For Class II provider cost reporting periods,beginning on or after january 1,1989, the variable 
costcomponentoftheprospectiveratewillbebasedonasubmittedcostreport costwillbe 
settled retrospectivelyagainst a fixed ceilingusing dowable costprinciples. as defined in Section 
IIIof this plan. Fixed variable cornpaneat ceilingswillbe debmind for each facility based on 
the submitted budget. 

Forprovider cost reporting periods beginning on or after April 1, 1986, the variable cost 
componentforlongtermcarefacilitiesinclassesiandiiiwillbedeterminedinaccordancewith 
the following sections. Rate setting for prior periods will be made in accordance with the State 
Plan in effect at the beginning of the providex’s rate setting period. 

1. 

2. 
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a. 	 w costsam &finedas allowablecosts (i.e., with related organization profit 
removed) for: 

1) 	 Payroll related costs (salaries, wages, related payroll tax- and fringe 
benefits for core departments of nursing, dietary, activities social 
services and laundry plus these 0 t h  major cost item: raw and 
processedfood; lineadoesnot includemattressesor springs); workers' 
compensation utility costs; Consultant costa for base cost categories
fromrelatedorganizationsandsupplycostsincurredinallbasecosts 
departments 

With the exception of nursing services,purchasedservices and contract 
labor from unrelated parties or from related organizations, incurred in 
lieuofbasecostsasdefinedinsection1immediatelyaboveare 
seperatedintobaseandsupportcostsusingtheindustrywideaverage 
base-to-variablecost ratio. The industry-wideaverage 
base-to-variable-costratio will be updates at least annually The 
purchased services to be allocated using this method am exclusively 
limited to contracted services for costaincurredin base cost categories.
allotherpurchasedservicesaredefinedassupportcosts 

thepayroll related costsof the departments of housekeeping and maintenance 
of plant operations; administrativecosts; dl consultant costs, all equipment 
main- pod repair costs,and dl other dowable variable costs,purchased 
services and contractlabor not specified asbasecosta (i.e., variable costsminus 
base costs). 

Revised 10/1/90 
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POLICY AND METHODS FOR ESTABLISHING PAYMENT RATES 
(LONG TERM CARE FACILITIES) 

c. The allowability of costs shall be determined in accordance with Medicare 
Principles of Reimbursement as modified in Section II1 above. 

\ 

3. 	 The rate determination methods using base and support costs to obtain the variable 
cost component are described below: 

a. 	 A provider’s base cost component is determined as per patient day base costs 
taken from the provider’s fiscal year two years prior to the prospective year times 
an inflationary adjustor to update costs from the baseyear to the prospective year. 
The basecost component will be rebased (recalculated) annually to reflect the 
more current costs of both the resource needs of patients and the business 
expenses associated with nursing care. The annual inflationary adjustor will be 
established by thestate legislature for Class I and Class II1 facilities. 

1) 	For the period October 1, 1999 through September 30,2000, the historical 
inflationary adjustor will be zero percent (0%) for general inflation plus a 
wage pass-through program of up to $.50 per hour for all nursing facility 
employees with the exception of employees constrained by the 
Owner/Administrator Compensation limits described in Section 111. 

The prospective inflationary adjustor will be four percent (4%) general 
inflationary factor plus a wage pass-through program of up to $.75 per hour 
for all nursing facility employees with the exception of employees constrained 
by the Owner/Administrator Compensation limits described in Section 111. 

2) 	 The inflationary adjustors used will reflect zero percent (0%) for the historical 
year and four percent (4%) for the forecast year. 

TN NO. 99-14 Approval Date -J 2 -A9 Effective Date 10-01-99 

Supersedes 
TN NO.98-13 
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3. 	The State will conduct annual studiesrelating actual industry coststo the 
inflationary adjusters used in setting prospective rates, withinthe context of 
the total rate. MSA will share the study resultsat the next Long Term Care 
Liaison meeting following completionof the study. 

If morethan 20 percent of facilitiesin a class identifyand document that 
new State or Federal requirements areanticipatedto add more than 1 
percent to the classwide average rates of facilities,the State will convene a 
work group that includes provider representativesto discuss and 
recommend adjustmentsto the prospective reimbursement systemtop meet 
those new costs. The state agency willact upon these recommendations 
within 90 days of their receipt. This provision doesnot apply to minimum 
wage changes April 1, 1991. 

b. A provider's support cost component is determined asthe provider's base cost 
component times the provider's support-to-base(S/B) ratio. Where: 

1) For Class I and Class Ill Facilities Rate Periods BeginningOn Or After October 1, 
1994: 

a) The provider's SIB ratio is determined fromthe most recent, audited fiscal 
year. 

b) The provider's SIB ratio is limitedto the 80th percentileS/B ratio for the 
provider's bed size group. The bed size groups shallbe 0-50,51-100,101­
150,and 151 plus nursing care bedsin the facility or nursing complex. 

c) The provider's S/B ratio is rebased annually,from the most recent audited 
base period, regardless of ownership. 

TN NO. 94-27 Approval Date: 10-01-94Date 8-/ / d  77 Effective 
Supersedes
TN NO. 90-34 
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d) The 80th percentile support-to-base ratio limits will be determined 
quarterly from the most recent audited,updated support costs bybed 
size grouping. The 80th percentile support-to-baseratio limit will be 
determined in a like manner asthe variable cost limit described in 
Section IV.2.d.2) of this plan. Support costsfrom a providers most 
recent audited costreport will be included in the support-to-base ratio 
limit calculationno later than the quarter immediatelyfollowing 170 days 
from the filing of an acceptable cost report withthe state agency,if the 
report is not under expedited appeal. 

2) 	 Class I and Class Ill Facility Rate Periods BeginningOn or After October 1, 
1994 

A provider's supportcost component is determinedas per patient day 
support coststaken from the provider's fiscal year two years prior to the 
prospective year timesan inflationary adjustorto update costs from the 
base year to the prospective year. The applicableinflationary adjustor is 
identified in Section 3.a. 

Support to base ratios willbe calculated annuallyand used in calculation of 
support to base ratio limits as describedin Section 1 above. An individual 
facility support limit willbe computed by multiplyingthe applicable ratio limit 
for the quarter andfor the provider's facility size grouping timesthe 
provider's perpatient day base cost for the period. If a provider's support 
component exceedsthe limit, the provider willbe paid the limit amount, 
which is based on the appropriate bed size grouping. 

C. 	A provider's variable rate base is determined asthe sum of the base cost 
component and the support cost component. 

DateTN NO. 94-27 Approval 8 ' - d 4  77 Date: 10-01-94 

Supersedes

TN No. S 3 4  
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d.The provider's variable cost component is determined as the lesserof the 
variable rate base or the provider's classwide variable cost limit (VCL), where: 

1) The classwide VCL is the80th percentile of updated allowable per 

lO/O 1/93 

10 / 0  1/93 

patient day variable costs for nursing care facilities in the class. The 
VCL is determined as the classwide 80th percentile updated to the 
prospective rate year using the appropriate inflationary adjustor for the 
class, less a reduction of one half of the appropriate prospective or 
historical period gross inflationary adjustor for the class to account for 
the wage pass through. 

a) 	 For Class II1 nursing facilities, the updated Medicaid per
patient day variable cost is determined by multiplying the 
Medicaid per patient day variable cost for each provider cost 
by the appropriate DR/McGraw-Hill Nursing Home Market 
Basket adjustor, less a reduction of one half of the appropriate 
prospective andor historical inflationary adjustor to account 
for the wage pass-through, compounded annually to bring 
costs to a constant point in time. Medicaid per patient day 
variable cost for Class II1 facilities will be the provider's most 
recent, audited per patient day base cost times one plus the 
current rebased audited cost based support-to-base ratio. 

b) 	 For Class I nursing facilities, the updated Medicaid per
patient day variable cost is determined by multiplying the 
Medicaid per patient day variable cost for each provider cost 
by the appropriate DR/McGraw-Hill Nursing Home Market 
Basket adjustor plus 1% per year, less a reduction of one half 
of the appropriate prospective and/or historical inflationary 
adjustor to account for the wage pass-through, compounded 
annually to bring costs to a constant point in time. Medicaid 
per patient day variable cost for Class I facilities will be the 
provider's most recent,audited per patient day base cost times 
one plus the current audited cost based support-to-base ratio. 
Base and support costs from a providers most recentlyaudited 
report willbe included in the VCL calculations no later than 
the quarter immediately following 170 days from the filing of 
an acceptable cost report with the state agency, if the report is 
not under expedited appeal. 



cost 
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To determinethe classwide VCL, the State first rankorders providers 
from the lowestto the highest updated Medicaidper patient day 
variable cost. The 80* percentile is then identified by accumulating 
Medicaid patientdays of the rankordered providers from the lowest 
updated per patientday variable cost provider until 80 percent of the 
total Medicaid days for these providers is reached. The updated 
Medicaid per patient day variable of the facility in which the last 
patient day was accumulatedis the variable cost limit forthe class of 
providers. 

3) 	 The variable cost limit for private institutions for the mentally ill and 
mentally retardedis computed by adding the dollar value of the nursing 
care timedifferentialdetermined by the Department of Consumer & 
Industry Servicesand the dollar value of other additional required 
routine services to the VCL determined for the Class I facilities. . 

4. Class I Special RateRelief 

A. EligibilityforClass I SpecialRate Relief: 

A Class I provider may applyfor rate relief fromthe normal ratesetting process 
if the Medicaid rateis insufficient andthe provider meets the eligibility criteria: 

I .  

2. 

3.  

Supercedes 

TN # 9 5 4 8  


The facility’scurrent variable cost component of the Medicaid rate isat 
or below the correspondingclasswide average variable cost (the sum 
total of variable costs for all LTCfacilities in a class divided by the 
sum totalof patient days for facilities in the class). 

The provider mustbethe current provider pertheMedicaid provider 
agreement, except whenapplying under criteria 3.e. 

The provider mustmeetone of these additional criteria: 

a. 	 The provider’s audited Medicaid Variable Costfor both of the two 
years prior tothe rate relief year mustbe in excess of the Medicaid 
Variable Rate Componentplus incentives and associated rateadd­
ons. 

b. 	 The provider has a MDCIS citation to increase staffing or meet 
specific requirements. 

I 
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c. 

d. 

e. 

The provider’s cost report is inadequate due to change in ownership 
or bankruptcy. 

The facility’s current Medicaid clients had a significant increase in 
needed residentcare compared to the baseyear residents’ care 
needs. The provider must use the Minimum Data Set for the 
comparison. 

The facility is closing and provides more than 65% of Medicaid 
certified beds in that county. A prospective buyer may apply, and 
receive commitment,for special rate reliefprior to finalizing the 
purchase of the facility. 

B. Level of Special Rate Relief 

Providers witha variable ratecomponent less than80% of the classwide average 
variable costqualify for Level I relief, which allows a provider to be reimbursed 
up to the classwideaverage cost and includescost settlement limited to the 
classwide cost for the provider’s respective rateperiod. Providers from 80% to 
100% of the appropriate classwide average variable cost qualify for Level I I  
relief, whichallows for prospective ratedetermination by means of accelerated 
rebasing of the Provider’s variable ratecomponent. Accelerated rebasing is the 
use of the Provider’s immediatecost reporting period during which the 
experienced difficulty occurred, to be used for the following rate year. 

Rate relief willbe subject to applicable allowable cost and reimbursement 1 
limits, andis granted to a facility onlyonce every sevenyears, regardless of 
ownership. The Medicaid programannually rebases a facility’s reimbursement 
rate. If a facility does not spend the special rate relief,diverts the funds to other 
than patientcare, or is repeatedly citedby the MI Department of Consumer & 
IndustryServices survey for inappropriatecare, thentheratewillbelowered 
accordingly at the next rebasing process,if not sooner. 

Supercedes 

TN# yj’/ @ /? 
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6. 	 Special Provisions: The variable cost component will be determined using special 
methods for providers that are "new providers"or have changed class. Special methods 
are required because there is no( or an inadequate) cost basis upon which to determine 
rates. Providers with newly purchased facilities or with major additions, renovations or 
new construction are not granted any special methods because there are historical 
variable costs upon which to base rates. 

a. 	 New Providers: A "new provider," which is defined as a long term care 
provider in a facility that does not have aMedicaid historical cost basis and that 
has not providedcare to Medicaid clients for a period of at least two years, will 
be paid in accordance with Section c. below. 

b. 	 Change ofClass: An existing long term care provider which becomesa Class I 
or II1 facility, will be paid in accordance with Section c. below. 

C. Payment Determination: 

1) 

10/0 1/93 I 

2) 

3) 

During the first twocost reporting periods, providers defined in 
Sections a. and b. above willbe paid a variable cost component equal 
to the class average of variable costs ,  updated by the appropriate 
inflationary adjustor for the class, less a reduction of one half the 
prospective andor historical adjustor to account for wage pass­
through, plus an incentive component determined as one-half the 
quality of care incentive subcomponentand a volume incentive 
subcomponentbased upon the most recent available class average 
Medicaid/Medicarevolume. 

During subsequentperiods, these providers' variable cost components 
will be determined by rebasing the base cost component in accordance 
with Section IV.C.3.a. above and applying the industry-wide average 
support-to-baseratio, or audited cost data, if available for setting the 
provider's support-to-base cost ratio and support cost component to 
which is added an incentive component determined in accordance with 
Section 1V.D.below. 

In subsequent periods the provider's variable cost component will be 
determined using the methods in Section IV.C.1. through IV.C.3. 
above. 
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Incentive Component 

If a Class II provider cost settles below the ceiling rate, they will be paid a per patient day 
efficiency incentive of 50 percent of the difference between actual per diem cost and the ceiling, 
not to exceed $2.50 per patient day. Class II providers will not be paid any other incentive. 

The provider's incentivecomponent is the sum of the provider's volume incentive component and 
quality of care incentive component. Each incentivecomponent is the incentive component basis 
times the respectiveincentive factor times theincentiveportion. The volume incentive component 
is paid only withinvariable cost limits. 

For rate setting periods beginning on or after November 1, 1987, the incentive component basis 
is 10.5 percent of the base cost component unless the facility is subject to the upper bound 
provision described below under item 2 . The incentives will be split between the two portions: 
Medicaid/Medicare volume and quality of care. 
1. Incentive ComponentBasis 

07/0 1/92 


a) 	 Effective October 1, 1990 for Class I facilities, the maximum 
Medicaid/Medicare volume incentive is 10 percent of the incentive component 
basis, and the maximum quality of care incentive is 30percent of the incentive 
component basis. 

b) 	 Effective July 1, 1992 for Class III County Medical Care facilities the 
maximum Medicaid/Medicare volume incentive is 30 percent of the incentive 
component basis, and the maximumquality of care incentive is 30percent of the 
incentive component basis. 

For Class u1 Hospital Attached Long Term Care Units the maximum 
MedicaidMedicare volume incentive is 30 percent of the incentive component 
basis, and the maximum quality of care incentive is 40 percent of the incentive 
component basis. 

c 



